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One of the most difficult tasks to overcome during the preparation of 
the annual budget is the advertising appropriation. The big question always is 
“How much shall we spend on advertising?” Many ideas as to the determina- 
tion of this problem have been presented although no absolute solution has ever 
been promulgated. 

Joel Dean, head of the management consultant firm of Joel Dean Associ- 
ates and Professor of Business Economics in the School of Business at Columbia 
University, has come up with a new approach to this problem. Through the 
courtesy of Ed Patterson, Technical Notes Committee member from the New 
York Chapter, we are able to reproduce substantially here the gist of Mr. Dean’s 
suggested solution. The contents of this article are similar to those presented 
in a talk by Mr. Dean before the New York Chapter sometime ago. In this 

@ paper, Mr. Dean explains the “Profitometrics” approach to scientific analysis 


and determination of the advertising appropriation. 
* * * * 


HOW MUCH SHOULD YOU SPEND FOR ADVERTISING? * 


I - THE PROBLEM 


This paper suggests a new approach (blushingly labeled Profitometrics) 
to the old, old problem of determining how large the advertising appropriation 
should be. This problem, like others, can be solved by an intuitive and perhaps 
artistic process. Alternatively, the solution can come through a formal and 
systematic study of objective evidence. Quite possibly men of experience and 
good judgment can handle the advertising problem quite effectively by intuitive 
and subjective means, Even though this be granted, this naper shall be limited 
to a consideration of the ways in which systematic quantitative study can suggest 
the appropriate size of the advertising appropriation. This limitation in the 
scope of the paper is not dictated by any necessary superiority of the objective 
process -- although the process would seem to be better than any other ina 
field in which unsupported faith and myth are so prevalent -- but because dis- 
cussion can never be very useful to the intuitive process, while it can indicate 
the most promising lines for objective inquiry. 


* Dr. Dean wishes to acknowledge the joint authorship of James Lorie, and 
the assistance in preparing this paper and the exhibits of Dr. Gordon Shillinglaw, 
both of Joel Dean Associates. 
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Advertising expenditures, like all business decisions and all other ex- 
penditures, should be judged in terms of their effect on the objectives of the 
company. Most companies have several objectives. All are motivated by the 
desire for profit; some, by a desire to grow or to expand their market share; 
others, by a quest for security; etc. The ideal basis for the exercise of judg- 
ment regarding the size of the advertising budget would be a measurement of the 
effects of advertising on the success of the company in achieving all of its 
objectives. For the purpose of simple exposition, this paper shall be restricted 
to a consideration of the measurement of the effect of advertising expenditures 
on profit, although many of the methods suggested would be equally appropriate 
for the determination of the effect of advertising on other things -- market 
share, for example. 


Il - KEY-IDEAS OF THE PROFITOMETRICS APPROACH 


The basic tenet of the Profitometrics Approach to decisions on adver- 
tising outlay is simple common sense: that advertising expenditures are justified 
to the extent that they cause increases in sales which add enough to corporate 
profits to warrant the outlay. In order to use this approach we must make four 
separate measurements: 1) the effect of advertising on sales; 2) the effect of 
sales on profits; 3) the loyalty-life expectancy or longevity of customers: and 
4) the rate-of-return on rival investment opportunities. 

To illustrate these ideas in simple terms, we have three charts relating 
to direct-mail sale of a book. In our example, we have assumed that the price 
will remain the same at all rates of sale which are considered, and, further, 
that the added cost of production and physical distribution per copy -- which we 
call the incremental production cost -- will also be the same. These assump- 
tions are realistic for a surprisingly wide range of commodities. 
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Exhibit 1 shows the kind of relationship which it is reasonable to believe 
exists between advertising and sales and which in fact has been found to exist 
when measurements have actually been made. You will observe that the in- 
crease in sales which is attributable to advertising becomes less and less as 
more and more advertising is used. That is, the increase in sales which results 
from spending $9,000 on advertising rather than $8,000 is less than the 
increase in sales attributed to the expenditure of $2,000 rather than $1,000. 
This conforms to common sense in that it indicates that initial advertising 
attracts the most susceptible customers and that subsequent advertising must 
be more and more intense to induce the less susceptible to become customers. 

As an example, consider the response to successive mailings of adver- 
tisements for the book. The initial mailing will bring in the customers whose 
natural passion for the opus is greatest while subsequent and more intense 
persuasion may be required to induce recipients of other mailings to become 
customers. As a result, the added advertising outlays required to sell one more 
copy increases from 20¢ per copy to $1.50, in our example. (The curve in 
Exhibit 1 traces total costs. The slope of this curve, that is the rate of climb, 
indicates added cost of selling one more book.) The same form of relationship 
is found when single mailings are made to list that differ in susceptibility. 


Exhibit 2 


ADDED ADVERTISING COST NECESSARY TO (AKE AN 
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Exhibit 2 shows the same basic relationship restated in terms of the 
added advertising outlay required to produce added units of sale - a relationship 
that might be called the incremental advertising cost curve. 
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Exhibit 3 


EFFECT OF SALES ON PROFITS 
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The next measurement that the Profitometrics Approach requires is the 
relationship between sales and profits. Exhibit 3 shows the relationship which 
follows from our assumptions that the price and incremental production costs 
remain the same over the range of variation in sales that it seems relevant to 
consider. Because price stays the same and incremental production cost is 
constant, the incremental profit remains constant. That is, leaving advertising 
costs aside for the moment, each additional book that is sold results in a con- 
stant increase in profits -- $1.50 in our example. 
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You can now combine the two measurements in order to see what the 
size of the advertising budget should be. In Exhibit 4 we superimpose the line 
representing the relationship between advertising and sales on the chart repre- 
senting the relationship between sales and profit. We can see that advertising 
beyond the intersection of these two lines results in an obsolute reduction in 
profits. That is, the advertising cost of acquiring customers exceeds the addi- 
tions to profits which those customers create. Beyond the point of intersection 
it costs more than $1.50 to increase sales by one book whereas the increase in 
sales by one book adds only $1.50 to our profits. 

This kind of an approach to decisions on how much to spend on adver- 
tising has very seldom been used, either because it is misunderstood, mistrusted 
or felt to be impossible to apply. Before examining the validity of these reasons 
for not using it, we shall first consider alternative ways of determining the total 
advertising appropriation to see what they have to offer. 


Ill - ALTERNATIVE WAYS OF DETERMINING TOTAL ADVERTISING 
APPROPRIATIONS 


A. The Percentage-of-Sales Approach. Determination of the advertising budget 

as a percentage of past or expected sales is a method which is quite widely used. 

The method has several variants, but all determine advertising appropriations 

as a fixed or systematically varied percentage of past or expected sales. This 

@ approach is difficult to defend. The problem of advertising is to increase sales, 

and it seems appropriate therefore to view advertising as their cause rather 

than as their result. The amount that should be spent in increasing sales depends 

' on the worth or profitability of the increase, and the volume of sales that the 
company already has tells nothing about the profitability of getting more. 

How can we explain the widespread use of this method? To some extent 
it may be because of management’s desire for certainty and the illusion of con- 
trol which arises from relating a large discretionary element of expenditure ina 
systematic way to revenue. There is a comforting element of safety in a process 
which relates advertising to revenues, since expenditures are thereby timed to 
come when the company has the gross revenue to afford them and when their tax 
effect may be expected to be favorable. It should be pointed out, however, in this 
connection that this element of safety could be increased by making advertising 
depend on expected profit rather than expected revenue. 

Another possible explanation for the popularity of this method stems from 
the competitive structure in the industry of many large advertisers. If all, or 
most, members of an industry use this method and employ the same percentage 
of sales, advertising outlays would be roughly proportional to market sales. 
Thus some limit would be set to competitive warfare through advertising. 

Thus, although the percentage of sales approach appears on the surface 
to have no logical justification, it has attractive features. It provides a formula 
which creates an illusion of control; it creates a rough adjustment of outlays to 
the ability to pay; and it provides some order in the competitive structure. 

@ Nevertheless inertia and the lack of understanding of more logical and definitive 
methods of analysis are probably the most important explanations for the 
popularity of this mechanistic approach. 


B. The “All You Can Afford” Approach. An approach to the determination of 
the advertising budget that seems to be more widely used than is publicly 
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admitted involves establishing the advertising budget as a pre-determined 
share of profits or of liquid resources. 

At first glance this method seems to make no sense at all, yet such an 
approach does take account of the very important effects imposed by the level 
of profits and liquidity in setting the outer limits of advertising expenditures. 
Setting such benchmarks is worthwhile even though it still leaves a tremendous 
amount of discretion to management in setting its advertising budget. Thatis, 
although the firm’s resources set an outside limit on advertising outlay, this 
extreme limit may be and often is well above the limit which would be dictated 
by a strict and competent regard for profits. 

Corporate income taxes favor concentration of advertising at cyclical 
peaks and penalize attempts to accumulate advertising reserves to be spent in 
depressions. One reason is that tax rates in the future are quite likely to 
be higher in prosperities than in depressions and the carry-back and carry- 
forth provisions of the law are probably inadequate to remove this tax incentive 
for bunching expenditures. Moreover, Section 102 discourages retention of 
earnings for advertising during future depressions. Furthermore, some com- 
panies because of union negotiations or public opinion seem to be embarrassed 
to show very high cyclical peaks in profits and may choose the cyclical variation 
in advertising expenditures as a means for adjusting profits to the apparent 
dictates of these forces. 

Used uncritically, the all-you-can-afford method is undesirable largely 
because there is no fixed relationship between liquidity and the richness of 
advertising opportunities. If another $1,000 of advertising will bring $2,000 of 
added profits, it is hard to say that the expenditure can not be afforded. A man- 
agement that limits advertising to percentages of liquid funds or profits may 
forego highly profitable opportunities for advertising. Similarly, spending a 
fixed percentage of resources or profits may involve expenditures which go 
far beyond the point at which the added earnings from advertising equal their 
cost. Spending money because you have it and without regard to its benefits 
is not often a defensible way of determining the budget. 

The all-you-can-afford method, like other methods, has advantages and 
deficiencies. It produces a fairly defensible cyclical timing for that part of the 
advertising budget which has cumulative long-run effects. Further, when nothing 
is known about the effects of advertising, it sets reasonable limits to the gamble 
which advertising expenditures entail. Further, it might be argued that every- 
thing above a “reasonable” return on capital could be spent on advertising, since 
excess earnings have low utility to management as such, compared to the pos- 
sible contribution of continuous advertising to the eternal life for the firm. 
Nevertheless, such a method has the grave short-coming of basing management 
decisions regarding advertising on less clear evidence about the effects of those 
decisions than could be made available through alternative approaches to the 
advertising problem. 


C. Objective-and-Task Approach. During World War II, the objective and task 
method of determining the advertising appropriation became prominent. The 
increasing popularity of this approach during the war stemmed in part from the 
need to justify advertising expenditures as business expenses during a period 
when the volume of civilian goods sales would have called for trivial advertising 
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outlays under most other methods of determining the magnitude of the appro- 
priation. This method involves 1) defining sales objectives; 2) indicating the 
kind and magnitude of advertising required to obtain these objectives; and 
3) determining the cost of the required advertising. This cost is the advertising 
appropriation. 

The objectives are various, ranging from the desire to increase sales to 
such things as promoting new applications of the product, keeping the company’s 
name before the public, making prospects easier to sell to, etc. 

Nobody can quarrel with the procedure which involves the explicit formu- 
lation of objectives anc the adapting of advertising and other means to the 
achievement of these objectives. The basic objection to the objective-and-task 
approach is that it lists objectives without the determination of the value of these 
objectives and the relationship of this value to the cost of attaining them. The 
method assumes that the candle is always worth the cost. Quite often, such an 
assumption will result in advertising expenditures which exceed their value to’ 
the company making them. 


D. The Competitive-Parity Approach. The essence of the competitive parity 
approach is to base the company’s advertising outlay on the outlays of other 
members of the industry. The relationship to competitive outlays need not 
always be the same but often is. For example, a company’s percentage of com- 
petitive advertising might be made equal to its share of the market. 

This method of determining the advertising market is fairly widely used. 
Perhaps its use is based upon the belief by many business executives that adver- 
tising is largely defensive, designed to check the inroads of competitors. 

The parity approach is sometimes defended on the ground that the adver- 
tising percentages of competitors represent the combined wisdom of the industry. 
This argument assumes that rivals know what they are doing and that the goals 
of all competitors are the same. Actually, there is often great variation within 
an industry with regard to the percentage of sales which different company’s 
appropriate for advertising. Because of this variation, the use of an average 
to represent the policy of all competitors is relatively meaningless. 

The parity approach is dangerous. There is no known or systematic re- 
lationship between advertising expenditures which match competitors’ outlays 
and the value of such expenditures to the company making them. When the 
method used in determining the appropriation involves an attempt to maintain 
competitive parity, any correspondence between the cost of advertising and its 
value would be purely fortuitous. In the face of this basic difficulty the fact that 
the Parity Approach may stabilize competitive warfare in the promotion of 
products is not great enough to justify its use. 


E. Summary. Viewed against the background of the Profitometrics Approach, 
the alternative methods for determining advertising budgets seem to have little 
economic justification. Although some justification can be found for all alterna- 
tives, none of them is as satisfactory as an approach which precisely relates 
the cost of advertising to the value which it creates for the advertiser. In order 
to see whether the Profitometrics Approach can in practice live up to its theoret- 
ical promise, now let us consider some of the problems in making the funda- 
mental measurements required for its application. 


— 4+ 
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IV - MEASUREMENTS REQUIRED FOR THE PROFITOMETRICS APPROACH 


A. Kinds of Advertising Effects. The measurement of the effects of advertising 
can vary in two dimensions: 1) different kinds of effects; and 2) different 
techniques of measurement. We shall consider the alternative things to measure 
and the alternative ways to measure in order to see which combination of effects 
and measurement techniques can best provide the basic data for the application 
of the Profitometrics Approach. 

There are basically four kinds of advertising effects that can be measured: 
1) effects on behavior (sales); 2) effects on attitudes (usually brand preferences, 
but sometimes attitudes towards the company; 3) effects on intentions to buy; and 
4) effects on the level of knowledge (usually brand awareness, but sometimes 
knowledge of product characteristics or uses), 

Although sometimes the explicit purpose of advertising is to change 
people’s attitudes quite apart from the effect of those attitudes on sales and 
profits -- for example some institutional advertising by large producers of 
industrial goods directed at American households -- this paper is restricted 
to a consideration of the effect of advertising on profits. We shall therefore 
judge the four kinds of advertising effects in terms of the light which they cast 
on the effect of advertising on profits. 

Clearly the most direct relationship is between sales and profits. If we 
can measure the effect of advertising on sales, we have all the material neces- 
sary for the measurement of the profitability of the advertising. It should be 
noted in this connection, that it is necessary to take account of the effect of ad- 
vertising not only on present but also on future sales. We must appraise the 
value of a new customer through measurement of his “loyalty-life” expectancy 
and through estimates of the volume of sales to him in the future as well as the 
added profits therefrom. 

For measurement of all other kinds of advertising effects, it is usually 
necessary to translate observed changes in attitudes, intentions, or levels of 
knowledge into changes in sales, and this translation is often difficult. The 
translation can be avoided when the findings are negative, because it can plausi- 
bly be argued that sales could not have been favorably affected if there was no 
improvement in brand preferences, intentions to buy, brand awareness, etc. 

The positive findings, however, are much more difficult to interpret 
since it is necessary to know how much of an increase in sales will result from 
a given improvement in consumer attitudes, intentions, or knowledge. Although 
the relationship between changes in these indirect effects and changes in sales 
can sometimes be estimated at given points in time by making both direct and 
indirect measurements, there is no assurance that the relationship will be stable 
through time. This is the basic fact that limits the usefulness of measurements 
of the indirect effects in determining the optimum size of the advertising budget. 
Therefore, the direct measurement of the effect of advertising on sales is usually 
the only firm basis for the application of the Profitometrics Approach. 


B. Techniques of Measurement. Just as there are different kinds of effects that 
can be measured so there are different techniques for measuring them. Tech- 
niques can be put in three groups: 1) controlled experiments; 2) survey data; 
3) historical data. 

By far the most powerful technique available for the measurement of the 
effect of anything -- be it chemical compounds or advertising -- is the controlled 
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experiment. No other technique provides such precise information with so 
little ambiguity. The process of controlled experiments should be thoroughly 
understood, It is understood in the natural sciences but there is ample evidence 
that businessmen have failed to understand and utilize fully this very powerful 
technique for providing useful information. 

There are really only three basic principles to controlled experiments: 
1) it is necessary that the factor being investigated -- whether it be advertising 
or penicillin -- be administered to identifiable sub-groups of the entire group 
in which you are interested. If you are interested in all consumers in the United 
States, you must administer your advertising to only a portion of these con- 
sumers. 2) It is necessary that sub-group which is exposed to the facts being 
investigated be representative of the entire group which is of interest. (This 
means that the sub-group must beselected by some random process, defined 
in its technical, statistical senses.) 3) It is necessary that there be a measure- 
ment of the difference between changes in the sub-group and the rest of the group 
(or some portion of it) before and after the administration of the factor whose 
effects are under investigation. (This means that controlled experiments on the 
effects of advertising would involve measurements of the rates of sale before 
and after the advertising to groups which had been exposed to the advertising and 
groups which had not.) 

An experimental group of 10 markets was selected at random and a con- 
trol group of 10 markets was selected at random. The rates of sale in the two 
groups of markets were measured before advertising was undertaken and after 
advertising had been undertaken. It was found that the rate of sale in the control 
market increased 2.0% and in the experimental market by 6.25%. Thus the 
advertising was responsible for an increase in the rate of sale of 4.25%. 

Many businessmen fail to understand that experimentation which has been 
so productive in the natural sciences can be used with equal validity in business 
and advertising research even though the subject investigated is the uncontrol- 
lable behavior of people. The actual designing and interpretation of experiments 
is a technical process to be performed by trained statisticians but you should 
have an understanding of the tremendous value of the experiments to all business 
executives responsible for the control of substantial discretionary expenditures. 

The other techniques of measurement involve either historical or survey 
data and can often be secured with less planning, cost, and technical knowledge 
than is required for experimentation. The basic and inevitable deficiency of non- 
experimental data is that it is never possible to be sure what they mean, There 
is an inherent ambiguity in all non-experimental data which makes it impossible 
to identify and measure with certainty and precision causal relationships, If you 
were interested in measuring the effect of advertising on sales with the use of 
historical data relating to advertising and sales, one would always be running a 
serious risk that any observed correspondence between increases in sales and 
advertising were the result of something other than the effect of advertising on 
sales. It might have been, for example, that the advertising budget was fixed 
as a percentage of sales and hence that sales determined advertising rather than 
vice versa. Or conceivably both advertising and sales increased during periods 
of rising national income and prosperity and decreased during periods of de- 
clining national income and depression. Under these circumstances it would be 
impossible to identify and measure the isolated effect of advertising on sales. 
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The picture gets even more confused when one considers the possible effects 
of variations in competitors’ advertising and production policies during the 
period for which the historical data are available. 

Nor is survey data regarding causal relationships free from the serious 
blemish of ambiguity. No amount of data can prevent the possiblity of several 
different and perhaps equally plausible interpretations of the results. 

Under such circumstances the interpretation which is often chosen is one 
which conforms to precenceptions or prejudice. And, in such cases, the function 
of the measurement is largely destroyed. 

To sum up, Profitometrics requires the measurement of the effects of 
advertising on sales and the effects of sales on profits. These effects ideally 
should be measured by means of controlled experiments and any cumulative 
effects should be examined in terms of the investment return produced by the 
stream of incremental profits over the loyalty-life expectancy of the customers 
acquired by the advertising investment. 

There are a number of reasons why the Profitometric Approach has not 
been widely used in determining the advertising appropriation. The basic expla- 
nation for this oversight lies in (1) lack of a determined desire to find the most 
scientific solution for this intricate management problem, (2) ignorance of the 
potentialities of modern research techniques for this problem, and (3) quite 
normal distrust of practically any sort of an analysis which is not easily under- 
stood by the untrained layman. Economic analysis, even in its most managerial 
applications, sounds academic, and an investment approach to the advertising 
expenditure is unfamiliar, at least in its metric aspects. 

I have painfully experienced the practical difficulties of developing con- 
trolled experiments in this area, and I know that competitors can sometimes, 
without making the outlays, find out too much about research findings and even 
under some circumstances distort results. I am aware of the fact that variables 
in social and business activities are numerous and hence that it is impossible to 
control all variables except the one under study. But this is also impossible in 
the physical sciences and it has not prevented the enormous productivity of the 
controlled experiment here. The variation caused by factors other than the one 
examined is greater in the social sciences but the fact that we know it is bigger 
permits us to design the experiment in such a way as to show us how much of the 
variation comes from this cause. 

When the measurements ideally called for in the Profitometrics Approach 
are not feasible, it is sometimes possible to obtain, by inferior means, sugges- 
tive indications of the effect of advertising. Information about changes in 
consumer attitudes, buying intentions and levels of product and brand knowledge 
can sometimes provide negative information about advertising effects. However, 
for positive usefulness it is necessary to measure the relation between sales 
behavior and these indications of buying conditions. Bridging this gap metrically 
is difficult indeed, 


V - APPLICATION OF PROFITOMETRICS TO THE DETERMINATION 
OF THE TOTAL ADVERTISING APPROPRIATION 


In the preceding sections we have examined 1) the key ideas of the Pro- 
fitometrics Approach, 2) the characteristics of alternative approaches, and 
3) the measurements necessary for the application of the Profitometrics 
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Approach, If these measurements are made competently, the advertiser has 
at hand good information on the effect of some particular advertising on his 
profits. Management is then faced with the decision as to whether the con- 
tinuing of such advertising -- presumably with the continuation of the same 
effects -- is justified. The decision regarding the wisdom of making an appro- 
priation for advertising should h= based on the same considerations as decisions 
regarding appropriations for other purposes. In other words, business manage- 
ment is faced with the old and familiar capital budgeting problem. 

The decision as to whether more or less should be spent on advertising 
depends on the profits which could be created by alternative uses of the funds. 
Management must estimate the profit from money spent for advertising and 
compare that with the profit on money spent for alternative purposes. If profits 
could be increased by diverting some of the current advertising budget to other 
purposes, then the advertising budget is too big. If, alternatively, taking money 
from some alternative use and diverting it to advertising would increase profits, 
then the advertising budget is not big enough. 

One of the alternative uses to which the advertising budget could be put 
is other kinds of advertising. And, in order to decide whether the advertising 
budget is too big or too little, it is necessary to consider the effect on profits 
a different kind of advertising program than the one whose effect on profits has 
already been determined. I believe that on the infrequent occasions when adver- 
tisers have attempted to measure the effects of advertising and have found that 
the increase in sales did not warrant the advertising expenditure that advertising 
agencies have sometimes suggested that the advertising budget should be main- 
tained but allocated in different ways. Because of the tremendous faith in 
advertising which is prevalent in American business, management is always 
tempted to believe that any demonstrated inefficacy in an advertising program is 
a consequence of the mis-direction of the program and that alternative media, 
themes, and frequency would yield better results. 

I recommend that the belief that some alternative advertising program 
would be more profitable than one whose lack of profitability has been demon- 
strated be viewed with suspicion and tested when possible. Unless there is good 
evidence to support the belief that some other advertising program would be 
more profitable, I would say that evidence that the current program is not as 
profitable as Some use of funds for non-advertising purposes is sufficient 
grounds for reducing the advertising budget. 

What is good evidence? Sometimes it is possible by fairly cheap and 
small scale experiments to decide whether one kind of advertising is better than 
another. Sometimes alternative proposals for advertising in national media 
can be tested against a measured norm through the use of low rate, local media, 
and some work has been done through the use of handbills in a strictly controlled 
but small-scale experiment. Through the use of a few local markets (or stores 
when handbills are used) it is possible to me asure experimentally the relative 
effect of alternative advertising on the attitudes of consumers or upon sales, 

Thus, management can through the use of small expenditures for research 
acquire insurance against the making of costly mistakes. By making the expendi- 
ture necessary for small-scale local experiments on the relative effect of 
alternative advertisements, management can diminish the risk of continuing to 
make very large expenditures in unprofitable ways. Or, by such means, 
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management can come to recognize and subsequently exploit the relatively 
profitable opportunities which the experiments disclose. 


VI - CONCLUSIONS 


In conclusion, I should like to re-state briefly the main points of my talk: 
1) In principle profits can be maximized by establishing the advertising budget 
at that point where the added advertising cost of increasing sales by one unit is 
just equal to the incremental profit (before advertising) which the additional sale 
will create. The application of this principle by appropriate measurement is, 
surprisingly enough, a novel approach to the establishment of the advertising 
budget. I have called this the “Profitometrics Approach.” 
2) Many alternative approaches are now used, among them: the percentage-of- 
sales approach, the “all-you-can-afford’’ approach, the objective-and-task ap- 
proach, the competitive-parity approach. Although each of these has some 
advantages, each has the grave defect of failing to make the advertising decision 
depend upon a measurement of the effect of the decision on the success of the 
company in achieving its objectives. 
3) The measurements necessary for practical application of the Profitometrics 
Approach can be made. Of the various kinds of measurements possible, the 
measurement of the effect of advertising on sales through the use of controlled 
experiment, is by far the most precise and powerful means available to 
management. 
4) Once the effect of given advertising on sales has been determined, manage- 
ment must then decide whether that effect is worth the funds required. For 
advertising whose significant effects are “quick and dead,” as in our example 
of direct mail sales of a book, the incremental profit obtained from the sale 
is an adequate measure of worth. 
5) But for advertising whose impact is delayed and cumulative and whose results 
may create a stream of repeat sales, a more complex measure of worth is 
needed. This is because such advertising is really an investment. Purchasing 
customers by advertising is like purchasing annuities. The value of a customer 
like the value of an annuity, is the present-worth of the stream offuture profits he 
will produce. How long this stream will last, which has a profound effect on 
customer-worth, is determined by your new customer’s loyalty-life. Conse- 
quently measurement of loyalty-life plays a vital role in our Profitometrics 
Approach to most advertising (other than the quick-and-dead type of advertising). 
6) Since much advertising is really an investment (happily expensable for tax 
purposes) it ought to be made to compete for funds with alternative ways of in- 
vesting them. And this rivalry for capital should be on the basis of profitability. 
The present worth of the stream of profits which the advertising can yield should 
be compared with the present worth of the stream of profits which could be 
achieved through some alternative use of funds. 
7) Among the alternative uses which must be considered are alternative kinds 
of advertising. Before such alternative uses be accepted as superior to the 
tested advertising program, some good and presumably objective evidence should 
be acquired, This evidence can be acquired at relatively low cost by small-scale 
controlled experimentation based on low-rate media. 
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